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| NTRODUCTION

Primary and secondary education is one of the primary focuses of the state
budget process in Ohio. This area has traditionally comprised the largest share of state
source General Revenue Fund (GRF) and lottery spending in the state budget. In
FY 2014, of ptal state-source GRF and lottery spending of $21.4%illion, 42.3%, or
$9.10billion, went to this program area, and most of this was distributed to public
schools. The operating costs of public schools in Ohio are funded primarily with these
state revenues and revenues raised at the school district level. A smaller amount is
provided by the federal government. The state uses a foundation funding formula to
distribute the bulk of its contribution. A new foundation funding formula was enacted
in H.B. 59 of the 130th General Assembly and began to be used in FY2014. This
document presents an analysis of that foundation formula and is primarily meant to
assist legislators in understanding it. In addition, this document analyzes other major
sources ofoperating revenue from state, local, and federal government sources.

Chart 1.1 illustrates, for FY 2014, the composition of public school operating
revenues by source. The revenue included in this chart is broken down in Table I.1* As
the chart shows, state sources comprise 47.8% of public school operating revenue,
followed by local tax sources @6.26), and federal sources 6.0%). As can be seen from
the table, the foundation formula comprises 78.5% of state source revenues, property
tax rollbacks and tangible personal property (TPP) direct reimbursements, together,

Chart I.1: Public School Operating Revenues by Source, FY 2014

1 This revenue does not include competitive grants, such as the state's Straight A Fund or the federal
government's Race to the Top grant. It also does not include fees and donations collected at the local level
or federal reimbursements for free and reduced-price meals. This measure of operating revenue differs
from that available on the Department of Education's website, which has previously been reported by
LSC, and should not be compared with it.
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comprise 18.9%, and all other sources comprise the remaining 2.8%lLocal revenues are
comprised of property taxes (94.4%), school district income taxes (45%), and the gross
casino revenue tax (1.1%). Federal revenues come mainly through the Elementary and
Secondary Education Act's (ESEA) Title | (51.7%) and the Individuals with Disabilities

Education Act (IDEA, 35.5%); with all other sources comprising the remaining 12.8%.

Table I.1: Public School Operating Revenues by Source, FY 2014

Source Components Revenue (in millions) ‘ Percentage of Source

State Sources

Foundation Formula $6,866.6 78.5%
Property Tax Rollbacks $1,142.3 13.1%
TPP Direct Reimbursements $509.7 5.8%
Preschool Special Education $100.0 1.1%
Special Education Transportation $55.4 0.6%
Educational Service Centers $47.3 0.5%
Directly Funded Scholarships $21.1 0.2%
Community School Facilities $7.5 0.1%
Total State Sources $8,749.9 100.0%
Local Sources
Property Taxes $7,982.1 94.4%
Income Taxes $380.9 4.5%
Casino Tax $92.7 1.1%
Total Local Sources $8,455.6 100.0%
Federal Sources

ESEA Title | $566.8 51.7%
Special Education (IDEA) $389.5 35.5%
Improving Teacher Quality $80.5 7.3%
Career and Technical Education $36.7 3.3%
Special Education Preschool $10.7 1.0%
English Language Acquisition $9.2 0.8%
Rural Education $3.1 0.3%
Total Federal Sources $1,096.4 100.0%
Total All Sources $17,843.9

The main driver behind the distribution of state revenue through the foundation
formula is each public school district's capacity to raise revenues at the local level for
the students residing in the district. This capacity varies among the 612 school districts
in Ohio as it is largely dependent on the taxable property value per pupil of the district.
Chart 1.2 shows the distribution of property value per pupil in tax year (TY) 2012.
Taxable value per pupil range s from less than $75,000 in44districts to more than

INTRODUCTION
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$225000 in 40 districts. The statewide weighted average is $137,000and the statewide
median is $128,000

Chart 1.2: Distribution of Taxable Property Value Per Pupil, TY 2012
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The variation in per pupil property values impacts each individual district's
ability to raise local revenue. The same onemill property tax levy generates $75 per
pupil for a district with a property v alue per pupil of $75,000 and $25 per pupil for a
district with a property value per pupil of $225000 As a result, local per pupil
operating revenues vary significantly across school districts in Ohio. 2 In Chart 1.3,
school districts are ranked from lowest to highest property value per pupil and
separated into four quartiles with roughly the same number of pupils. Districts in
guartile 1 have the lowest taxable property valu e per pupil, whereas districts in quartile
4 have the highest. The bottom portions of the bars in the chart show average property
tax revenue per pupil . As expected, property tax revenue per pupil is lower for districts
with lower property value per pupil. It ranges from an average of $2,9 89 for districts
with the lowest property va lue per pupil to an average of $8,306 for districts with the
highest.

The foundation formula partially offsets the results of variations in per pupll
property values. The top portion s of the barsin the chart show average state foundation
aid per pupil for each of the district quartiles. Per pupil foundation aid is higher for
districts with lower property value per pupil. It ranges from an average of $6, 314 for
districts with the lowest property value per pupil to an average of $1, 737 for districts
with the highest. The following analysis looks at the three sources of public school
revenues in more detail, concentrating on the state foundation funding formula.

2 The other variabléhat affects local property tax revenue is tax effothe millage rate levied in each district,
which is mainly determined by the voters residing in the district.
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Chart 1.3: Per Pupil Property Tax and Foundation Aid
by Property Value Quartile, FY 2014
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STATE OPERATING REVENUE

The following discussion describes the major sources of state revenue for
educating public school students at traditional school districts, ¢ ommunity schools,
educational service centers and joint vocational school districts as well as students
attending chartered nonpublic schools with state scholarships.

Traditional school district funding

As stated in the introduction, of the major sources of state revenue distributed to
public schools in Ohio, the majority (78.5% in FY 2014) comes through the state
foundation formula. In FY 2014, Ohio began using new foundation formulas for
traditional and joint vocational school districts (JVSDs). The formulas are similar and
more is said about the JVSD formula below. This section discusses the formula for
traditional districts . The foundation formula for traditional districts funds students
based on the dstrict in which they reside. Generally, if a student is not educated by the
student's resident district, funding for that student is deducted from the resident
district's allocation and transferred to the educating school. The foundation formula for
tradi tional districts can be broken into four main components:

1 Opportunity grant: This component is based on auniform per-pupil formula

amount. It makes up the largest portion of state foundation aid.

i Targeted assistance: This component provides additional funding to districts
with lower capacities to raise local revenues.

i Categorical add-ons: These variable funding components address the needs of
"nontypical” students: those receiving special, gifted, or careertechnical
education services those who are economically disadvantaged, and those
who are limited English proficient. This area also includes transportation,
which varies greatly among districts, partly due to the size and road
conditions of each district.

1 Additional funding adjustments: In contrast to the above categories, most of
which are funded based on each student's individual characteristics, the
formula includes two district -based funding elements, temporary transitional
aid and a gain cap, that smooth out large fluctuations i n state aid.

State foundation aid, after the application of temporary transitional aid and the
gain cap, averages $3,902per pupil statewide in FY 2014. Of this amount, $2,445(62.7%)
is for the opportunity grant , which is based on a uniform formula amount of $5,745 in
FY 2014. On average, categorical add-ons totaled $982 per student statewide and
comprised 25.2%6 of state foundation aid . Average targeted assistance amounted to $364
per pupil statewide, or 9.3% of the statewide total. The remaining component,
temporary transitional aid, accounts for $111 per pupil, or 2.8%. The total average state
foundation aid per pupil for FY 2014 isseparatedinto its components in Chart S.1
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Chart S.1: Elements of State Foundation Aid, FY 2014

Targeted Assistance, Transitional Aid, 2.8%

State foundation aid is based largely on the number of students residing in each
district and the capacity of each district to raise revenues locally. The formula uses
average daily membership (ADM) and the state share index, respectively, to measure
these two variables.

Special Education,
10.8%

Transportation, 6.3%

Economically
Disadvantaged, 5.1%

Gifted Education,
1.0%

K-3 Literacy, 1.0%
Career-Tech, 0.6%

LEP, 0.3%

Average daily membership

Average daily membership (ADM) is the measure the state uses to determine the
number of students residing in each district. In FY 2014 and prior years, dstricts
counted their students over one week in October then calculated the daily average.
Beginning in FY 2015, studentsare counted based on the portion of the year they are
enrolled in public education and residing in the district . For example, a full -time
student who moves from one district to another one -quarter of the way through the
school year will be counted as 0.25full-time equivalent (FTE) in the first district and
0.75 FTE in the second district. School districts may provide the Ohio Department of
Education (ODE) with updated data as changes occur, but must report data by the last
day of October, March, and June.

Two slightly different ADM calculations are used in the funding formula ¢ total
ADM and formula ADM. Total ADM is the number of all students who reside in the
district even if they attend a nonpublic school under the traditional Educational Choice
Scholarship Program,® the Jon Peterson Special Needs Scholarship Programor the

3 The traditional Educational Choice Scholarship Program differs from the new income -based program in
that scholarships awarded under the latter are paid directly by the state instead of the deduction and
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Autism Scholarship Program ; or a public school that is not part of the district, such as a
school in a different district under open enrollment, a community school, or a JVD.
Since funding for JVSDsis provided by a separate formula, not a transfer, the second
ADM calculation - formula ADM - is calculated by subtracting 80% of the JVSD student
count from total ADM. The largest component of foundation funding, the opportunity
grant is distributed using formula ADM. Traditional school districts include 20% of
their JVSD student count in their formula ADM in order to cover expenses the resident
district may incur for these students Beginning in FY 2015, the formula also adds 20%
of the number of students residing in each district that are enrolled in another school
district under a career-technical education compact. These students are not counted in
their resident district's total ADM. This adjustment had been included in previous
school funding formulas. However, the school funding formula enacted in H.B. 59
omitted it. Subsequently, H.B. 483 of the 130th General Assembly restored the
adjustment effective FY 2015.

The formula below summarizes the calculation of formula ADM for each district.
Statewide, school district formula ADM in Ohio totaled 1.7 million students in FY 2014.

Calculation of Formula ADM

Formula ADM = Total ADMi 80% x JVS ADM + 20% CTE compact ADM

State share index

As seen in the introduction , the amount of local revenue a district raises is
dependent, largely, on the property value of the district. The formula uses the state
share index to account for a district's capacity to raise local revenue when distributing
state funds. A district's three -year average property value forms the basis of the state
share index.

Three-year average value

Real property values are reappraised every six years in Ohio and updated in the
third year following each sexennial reappraisal. As a result, in the reappraisal and
update years, school districts generally experience significant changesin real property
value. A three-year averageis used to smooth theselarge changes invalue. To make the
formula even more stable, the state share index is calculated once for both years of the
biennium. That is, the index for FY 2014 and FY2015 is based on the average property
value for FY 2012,FY 2013, andFY 2014(TY 2010,TY 2011, andTY 2012).4

transfer method used for the former. Thus, students awarded a scholarship under the income-based
criteria are not counted in their resident d istrict's ADM.

4 Tax years are generally from January 1 to December 31, whereas state and school fiscal years are from
July 1 to June 30. Most property taxes for a given tax year are paid in the following tax year. Taxes paid
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Adjusted value

Three-year average value is adjusted for districts that have a relatively large
amount of state property exempt from property taxation. If a district's tax exempt
property value (not counting property owned by the _
federal government) is at least 30% of its potential € State share index takes

) ) into account a district's
property value, its value is reduced for the purposes of  property value per pupil and,
the formula. The calculation of this adjustment is N Some circumstances,

. . . . median income to measure a
summarized below. Since adjusted value is lower for  gistrict's capacity to raise
these districts, their state share index values and thus local revenue.
the state's share of the formulacost ultimately inc rease
In FY 2014, 1Xdistricts received this adjustment. These districts' values were reduced by
a total of $1.16billion . While this adjustment increasesthe initial calculation of FY 2014
state funding by about $33.1million statewide, the subsequent application of the

formula's gain cap provision limit sthe net increaseto about $620,000

Adjusted Property Value

Three-year average value = Average of taxable property value for fiscal years 2012, 2013, and 2014

Potential value = Three-year average value + Exempt value

Adjustment = Greater of $0 or (Exempt value - 0.30 x Potential value)

Adjusted value = Three-year average value - Adjustment

To demonstrate how the state foundation aid formula works, this item and others
throughout this section will illustrate the calculations used in the state foundation aid
formula using one or more hypothetical school districts. The following is an example
of the FY 2014formula ADM calculation for a hypot hetical district, District A.

District A's Formula ADM for FY 2014

Factor Count
A. Total ADM 1,000
B. JVS ADM 30
C. Formula ADM = A - (0.8 x B) 976

for TY 2012, therefore, are matly received in FY 2014. For purposes of the school funding formula,
property values in a given tax year correspond to the fiscal year two years later.
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Property value index

Using adjusted values, the formula computes a property value index for each
district by dividing a district's adjusted value per pupil for FY 2014 by the statewide
average per pupil, as shown in the table below. Thus, a district with an adjusted value
per pupil the same as the state average will have avalue index of 1.0. For FY 2014 and
FY 2015, the statewide three-year average value per pupil is $140,90. The property
value index ranges from about 0.24 to 5.3, excluding several outlier districts.

Property Value Index

District value per pupil = Adjusted value / Total ADM for FY 2014

State value per pupil = Sum of all districts' three-year average unadjusted values /
Sum of all districts' total ADM

Property value index = District value per pupil / State value per pupil

Median income index

The formula also takes into account the ability of a district's residents to pay
property taxes by including median income in the determination of the state share
index for certain districts. To do so, the formula calculates the median income index for
each district by dividing a district's median Ohio adjusted gross income by the
statewide median. The statewide median was $32000. Median income index values
range from 0.54 to 2.34.

Median Income Index

Median income index = District median Ohio adjusted gross income /
Median of the median Ohio adjusted gross income of all districts statewide

Wealth index

The formula then compares a district's median income index with its property
value index in order to determine the district's wealth index. For a district with
relatively low median income (a median income index less than its property value
DOEI RAOwWUT T wpkl EOUT w b O Edrdpartyd VhlweEFEQE 1 ERULOEOME| uhhb hut G G
median income index. This makes an applicable district look less wealthy to the formula
and thus, increases its state shareFor a district not meeting this criterion, the wealth
index is equal to the property value index, so the use of the median income index can
never result in a wealth index that is lower than the property value index . In FY 2014
and FY 2015, he median income adjustment applies to 190 school districts (31.0%)
While this adjustment increases the initial calculation of FY 2014state funding by about
$114.6million statewide, the subsequent application of the formula's gain cap provision
limit sthe net increase to about $l.2million .
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Wealth Index

If Median income index < Propert%/ value index:
Wealth index = (2@ x Property value index) + ("@ x Median income index)
I f Medi an i rPcopemyevalieindeg:x O
Wealth index = Property value index

Final calculation

Using a district's computed wealth index, the formula then determines a district's
state share index according to the calculations shown below. As the table indicates, no
district has a state share index greater than 0.90or less than 0.05.

State Share Index

I f Wealth index O 0.35;
State share index = 0.90;
I f Wealth index > 0.35 but O 0.90:
State share index = {0.40 x [(0.90 i Wealth index) / 0.55]} + 0.50;
If Wealth index > 0.90 but < 1.8:
State share index = {0.45 x [(1.8 T Wealth index) / 0.9]} + 0.05;
I f Wealth index O 1. 8:
State share index = 0.05

This formula may appear complicated, but it merely results in two lines meeting
at a wealth index of 0.9 and a state share index of 50%, as illustrated inChart S.2 The
state share index directs more state funds to districts with lower wealth indexes. It is
used in the calculation of the opportunity grant and five other components of the state
foundati on aid formula .

Chart S.2: State Share Index
100% -

80% -
60% -

40% -

State Share Index

20% -

0% T T T T T T T
0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4 1.6 1.8 2.0

Wealth Index (from Lower Wealth to Higher Wealth)
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Chart S3 shows the distribution of the state share index over the 612 school
districts. As can be seen from the chart, there is a spike in the middle of the distribution.
The state share index lies between32% and 66% for 407 districts (66.5%). In FY 2014 and
FY 2015, 17 highwealth districts have state share index values of 5%, theindex's floor
level, while three low -wealth districts are at the ceiling level of 90%.

Chart S.3: Distribution of State Share Index, FY 2014
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Number of School Districts

State Share Index

Opportunity grant

As indicated above, the opportunity grant makes up the largest portion of state
foundation aid. It is based on a per-pupil formula amount of $5,745 in FY2014 and
$5,800 in FY2015, which is adjusted by a district's state share index to distribute a
higher per-pupil amount to lower wealth districts . Preschool autism scholarship
students are included in the formula for calculating a district's opportunity grant in
order to credit the district with funding for such students prior to the deduction for
their scholarships. The opportunity grant totaled approximat ely $4,802.8million in
FY 2014. Note that this and other formula funding data for the components that follow
represent the funding calculated by the formula before the application of the gain cap .

Opportunity Grant

Opportunity grant = Formula amount x (Formula ADM + Preschool autism scholarship ADM)
x State share index

Formula amount = $5,745 in FY 2014 and $5,800 in FY 2015
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The following table computes the state share index for the hypothetical District A as
well as two other hypothetical districts that have identical total ADM but differing
values per pupil , which are indicated in line L below . In general, the state share
index for a district depends on how its value per pupil compares to the statewide
average. District A is a little less wealthy than the statewide average while districts B
and C are the least and most wealthy of the three, respectively. Note that District B
has a large amount of state taxexempt property and thus, qualifies for the value
adjustment that makes the district look even less wealthy. Also notice that District
C's relative median income is less than its relative value per pupil. The formula
compensates for this through the inclusion of the income factor in the calculation of
the district's wealth index to make the district look less wealthy and thus to provide a
greater share of state funding. Had there been no income factor, District C's state
share index would have been 0.1707, or about 17.1%.

State Share Index for FY 2014 and FY 2015

Factor District A District B District C
A. Taxable property value for FY 2012 $105,000,000 $78,000,000  $219,000,000
B. Taxable property value for FY 2013 $130,000,000 $75,000,000  $218,000,000
C. Taxable property value for FY 2014 $131,000,000 $72,000,000 $220,000,000
D. 3-year average value=(A+B+C) /3 $122,000,000 $75,000,000 $219,000,000
E. State tax-exempt property value $13,000,000 $80,000,000 $30,000,000
F. U.S. government-owned property value $300,000 $0 $6,000,000
G. Potential value=D+E - F 134,700,000 $155,000,000 $243,000,000
H. 30% of Potential value = G x 0.3 $40,410,000 $46,500,000 $72,900,000
I. Adjustment = Greater of (E - F - H) or $0 $0 $33,500,000 $0
J. Adjusted 3-year Average Value =D - | $122,000,000 $41,500,000  $219,000,000
K. Total ADM for FY 2014 1,000 1,000 1,000
L. District Value Per Pupil=J /K $122,000 $41,500 $219,000
M. Statewide Value Per Pupil $140,513 $140,513 $140,513
N. Value Index=L/M 0.8682 0.2953 1.5586
O. Median Income for TY 2011 $32,000 $30,000 $35,000
P. Statewide Median for TY 2011 $32,180 $32,180 $32,180
Q. Median Income Index=0 / P 0.9944 0.9323 1.0876
R. Wealth Index 0.8682 0.2953 1.4016
S. State Share Index 0.5231 0.9000 0.2492

The equalization effect of the state share index is evident from this example as
the highest wealth district, District C, has the lowest share provided by the state
(24.9%) whereas the lowestwealth district, District B, has the highest share provided
by the state (90%). District A is in the middle of the two, at 52.3%.
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